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EXECUTIVE SUMMARY
SULPHUR SPRINGS VALLEY

ELECTRIC COOPERATIVE, INC.
DOCKET NO. E-01575A-08-0328

The Arizona Corporation Commission ("ACC") secured die services of MSB Energy Associates,
Inc. ("MSB"), to evaluate Sulphur Springs Valley Electric Cooperative, Inc. ("SSVEC") power
purchases made since January 1, 2008. The purpose of the review is:

To evaluate SSVEC's procurement process for power purchases from the spot market and
suppliers other than the partial requirements service from Arizona Electric Power
Cooperative ("AEPCO").

To identify deficiencies in SSVEC's power procurement process and make
recommendations for improvements.

To determine whether the costs incurred for purchase power since January 1, 2008 are
indicative of SSVEC's future purchase power.

In conducting its analysis, MSB analyzed institutional factors (the existence of organizational
structure and procurement procedures), execution (of the procurement procedures), prices (paid
relative to market), and alternatives (that SSVEC might use to reduce costs).

Conclusions:
MSB concluded that the prices SSVEC paid in 2008 are not likely to be representative of
purchase power prices it will incur in 2009 and beyond. MSB also concluded that the negotiated
prices SSVEC paid for power from third party suppliers were significantly higher than those paid
under the AEPCO contract or the spot market. MSB would expect future prices for third party
power to be relatively lower compared to market prices. This is because MSB would expect that
revised procedures and organization, which were in transition in 2008 as a result of conversion
from full to partial requirements service, would result in improved performance.

Institutional Factors:
Are SSVEC's organization structure and power procurement procedures appropriate? No.

I recommend that die Commission direct SSVEC to:
a. Define and document the responsibilities and limits of authority to make decisions

about power supplies and purchases,
b. Establish and document a clearly enforceable set of checks and balances on the

authority of personnel involved in power supply planning and power procurement;
c. Develop written procedures for power supply planning and power procurement and

formally approve them,
d. Formalize and document the communication of power supply planning and

procurement strategies and procedures to the responsible personnel,
e. Develop, document and implement a power procurement monitoring mechanism, and
£ Develop and implement a mechanism to review and update power procurement

procedures.

Execution:



Did SSVEC appropriately follow its power procurement procedures? No, because SSVEC has
not adopted written formal power procurement procedures, I could not make the determination
that SSVEC appropriately followed its procedures. SSVEC also has not developed mechanisms
to monitor its performance and adjust its procedures as warranted.

I recommend that the Commission require SSVEC to:
a. Develop and formally adopt written power procurement policies/procedures,
b. Develop a mechanism to monitor changing market conditions and make deviations

Hom the adopted policies/procedures when appropriate (temporary changes in
conditions/circumstances), and

c. Develop a mechanism to update the written policies/procedures when permanent
changes in conditions/circumstances warrant.

Prices:
Were SSVEC's power purchases made at prices favorable compared to regional market prices?
No. On average, SSVEC's purchases from third party suppliers were substantially more
expensive than the spot market, as measured by WAPA balancing power transactions. Ninety
percent of the WAPA balancing transactions occurred at prices less than the negotiated prices
that SSVEC paid for third party purchases. Both third party and average balancing power
transactions were at prices substantially above AEPCO full or partial requirements service
supplies in the January 1-October 31 2008 time period.

I recommend that the Commission:
a. Find that the third party power supplies secured by SSVEC, in lieu of remaining a full

service customer of AEPCO, were at substantially higher prices than power supplies
from AEPCO.

b. In an effort to reduce the relative cost of third party power supplies, direct SSVEC to
formalize and upgrade its power planning process to ensure it appropriately considers
the full spectrum of resources available to it.

c. In an effort to reduce the relative cost of third party power supplies, direct SSVEC to
formalize and upgrade its power procurement process to ensure it identifies and
appropriately implements available resources and holds SSVEC accountable (e.g.,
timing of purchases and RFPs, optimize purchases and sales).

d. Direct SSVEC to verify and document that WAPA balancing transactions are
conducted at market prices and that they are done in a manner consistent with
SSVEC's interests.

Alternative approaches:
Are there alternative approaches that would be more appropriate to ensure that SSVEC's
purchased power costs are prudent and reasonable? Yes.

recommend that SSVEC :
a. Upgrade and document its power planning and procurement processes as indicated in

other parts of my testimony.
b. Assess electricity market conditions and adapt power procurement procedures and

alternatives to changes in markets. If the electricity market is not sufficiently vibrant
and liquid, the market will not be a reliable source of inexpensive power and will
provide little opportunity to improve upon the AEPCO full requirements service.



c. Continue to evaluate physical hedges to market prices, including long term purchased
power options, long term joint generation ownership options, and also the
development of a local pealing generation facility.

d. Evaluate demand response programs and energy efficiency programs to reduce
market exposure.
Evaluate financial hedges and laddered purchasing strategies to reduce market price
volatility.
Evaluate returning to full requirements service if SSVEC cannot demonstrate an
actual benefit from utilizing electricity markets to supplement partial requirements
services from AEPCO.

e.

f.
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INTRODUCTION

Please state your name and business address.Q.

A. My name is Jerry E. Mendl. I am the President of MSB Energy Associates, Inc. ("MSB").

My business address is MSB Energy Associates, Inc., 1800 Parmenter Street, Suite 204,

Middleton, Wisconsin 53562.

Q Does Exhibit JEM-1 summarize your qualifications?

Yes.
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Q What is the purpose of your testimony?

12

I am appearing on behalf of the Staff of the Arizona Corporation Commission - Utilities

Division to address the prudence of Sulphur Springs Valley Electric Cooperative, Inc.'s

("SSVEC " or "the Cooperative") electric power procurement practices since January l,

2008, the date that SSVEC converted &om full requirements to partial requirements

service from Arizona Electric Power Cooperative, Inc. ("AEPCO"). Since SSVEC ended

its iiull requirements contract for power supplies from AEPCO on December 31, 2007, its

2008 electric power purchases under the partial requirements contract with AEPCO and

Hom other electric power suppliers represent a known change from the test year.
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Q, How did you conduct your analysis?

22

23

24

I assessed the reasonableness of SSVEC's electric power purchases in 2008 and

considered the extent to which the 2008 experience could be indicative of SSVEC's

electric power purchases in the future. My analysis is intended to address four major

elements:

25

26

A.

A.

A.

Are SSVEC's organization and power procurement procedures appropriate?

Did SSVEC appropriately follow its power procurement procedures?
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Iv.

.Were SSVEC's power purchases made at prices favorable compared to regional

market prices?

Are there alternative approaches that would be more appropriate to ensure that

SSVEC's purchased power costs are prudent and reasonable?

Q- What are your principal findings?
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In my review of SSVEC's electric power procurement practices, I concluded:

1. That purchased power prices SSVEC incurred in January 1 - October 31 2008 are

not likely to be representative of purchase power prices in 2009 and beyond.

That SSVEC's organizational structure and power planning and procurement

to assess its power procurement

performance and to make improvements to its organizational structure and power

procedures should be upgraded and documented.

That SSVEC should develop mechanisms

4.

13

14
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21

22

5.

procurement procedures when warranted.

SSVEC's negotiated third party power supply prices were significantly higher than

spot market prices and the AEPCO full or pmialrequirements service.

SSVEC should assess other approaches to assure reasonable purchase power costs,

including physical hedges, financial hedges, demand response and energy

efficiency programs.

23

24

INSTITUTIONAL FACTORS

Are SSVEC's organization and power procurement procedures appropriate?

Q. What elements should the Commission consider in determining whether SSVEC is

appropriately organized to plan for and procure its power supplies?

25

26

A.

A.

2.

3.

An appropriate structure should clearly define who has the authority to make decisions

about power supplies and purchases. These decisions should include integrated resource



Direct Testimony of Jen'y E. Mend!
Docket No. E-01575A-08-0328
Page 3

1

2

3

4

planning decisions to determine whether SSVEC should build or purchase power plants,

initiate demand response programs, initiate energy efficiency programs, purchase power

from designated power plants, purchase power from the regional spot market, or some

combination of these resource options. These decisions will also encompass the volumes

of each resource to be acquired, based on need, cost, reliability and risk factors. My

analysis emphasizes the power purchase component, but considers the other resource

options only to the extent of putting the power purchases in context of the resource options

available to SSVEC.

An appropriate structure will also clearly indicate the limits on that authority. It may be

appropriate for low cost, low volume, low risk resource acquisitions to be addressed at

lower levels in the organization, with increasingly higher levels of approval required as

the decisions increase in terms of potential impacts.

An appropriate structure will also provide checks and balances to ensure that no single

individual has excessive authority and to ensure that potential abuses would be discovered

on a timely basis.
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Q. What elements should the Commission consider in determining whether SSVEC has

appropriately implemented power procurement procedures?

21

22

A. Appropriate implementation of power procurement starts with a well-defined statement of

objectives.

23

24

25

26

To achieve these objectives, the Cooperative should develop written and documented

formal power procurement procedures. Ideally, top-level management should adopt these

written formal procedures to ensure that the procurement procedures are given high
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priority by those who are responsible for implementing them. As a minimum, the

procedures, even if not formally adopted by top-management, should be written to provide

guidance to and a benchmark for, measuring the performance of those responsible for

procuring power.

Appropriate implementation of power procurement also requires that the power

procurement procedures are communicated to those employees responsible for

implementing them. To ensure that all relevant employees are aware of the power

procurement procedures, the Cooperative should establish training programs, internal

communications, job performance criteria and job performance evaluations.
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A method to systematically evaluate progress and results is a key element of an

appropriately implemented power procurement procedure. This mechanism should

monitor the results of the chosen power procurement approach and compare them to the

results had other approaches been used. This mechanism should identify opportunities for

improvement and stimulate the Cooperative to be open to changing procedures to improve

power procurement performance.

21

22

23

24

Finally, the power procurement procedure should include a mechanism to update the

procedure to incorporate improvements and mitigate deficiencies identified in the

monitoring phase. This feedback loop is an important feature of an appropriately

implemented power procurement procedure. The updating phase creates the expectation

that the Cooperative will change its power procurement procedures when conditions

warrant (as identified in the monitoring phase).

25



Direct Testimony of Jerry E. Mendl
Docket No. E-01575A-08-0328
Page 5

1

2

Organizational Structure

Q- Did you request information from SSVEC to enable you to evaluate its organization

relative to power procurement and purchase power procurement process?

A. Yes. I developed a substantial set of data requests addressing these topics and received

responses from SSVEC.

J

Q, In your opinion, are SSVEC's existing organizational structure and power

procurement procedures adequate and appropriate? ,

3

4

5

6

7

8

9
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A. No. In converting from a full requirements contract with AEPCO to a partial requirements

service, SSVEC substantially increased its responsibility for ensuring reliable and

economic service to its customers. Under the full requirements contract, AEPCO planned

for and supplied all of the energy and capacity SSVEC needed. SSVEC's responsibility

related to power procurement under the full requirements contract, was to provide AEPCO

with its load forecast. AEPCO was responsible for the rest. Please refer to SSVEC's

response to JM 14.10, which is attached as Exhibit .TEM-2, page l.

12

13

14
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25

26

Under the partial requirements service contract, AEPCO is responsible for supplying the

amounts of capacity and energy specified in the contract at the specified prices. AEPCO

is but one of SSVEC's sources of electric power, although it currently still supplies most

of SSVEC's power. SSVEC is now responsible for ensuring that it has adequate power

supplies, from reliable sources at reasonable prices. This includes substantial new

'responsibilities for conducting the planning for power supplies, including power

purchases, for identifying and evaluating power supply alternatives, for selecting their

preferred power supplies, including power purchases, and for implementing their

decisions. Please refer to SSVEC's responses to JM 14.11 and JMl4.l2, which are

attached as Exhibit JEM-2, pages 2 and 3.
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In the responses to my data requests, it does not appear that SSVEC has changed any of its

organizational structure or power procurement processes to reflect the new and greater

responsibility it now has for ensuring reliable and economic power supplies for its

customers.

Q- Please provide more detail regarding SSVEC's organizational structure.

5

6

7

8

9

10

11
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13

14

15

16

17

18

19

20

In response to data request JM 14.29, which is attached as Exhibit .TEM-3, SSVEC

indicated that it made no changes to its organizational structure as a result of the change

from full to partial requirements services from AEPCO. SSVEC indicated that the new

responsibilities were incorporated into the existing positions, as well as contract services

with WAPA for scheduling, and with GDS for power supply advice. Given the

significance and the complexity of the new responsibilities that SSVEC acquired when it

ceased being a full requirements customer of AEPCO as of December 31, 2007, I am

concerned that SSVEC has not effectuated the necessary institutional changes to ensure

sound power supply planning and purchase power procurement.

21

22

A.

In essence, it appears that SSVEC has delegated responsibility to WAPA and GDS that it

had formerly delegated to AEPCO. Simply delegating the responsibility for planning and

procurement to another entity does not ensure that the results will be improved. In fact,

there is a distinct possibility that the results will be worse, especially in the short term,

given that new worldng relationships and procedures will need to be developed

commensurate with the new entities and responsibilities involved.
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Q. Has SSVEC clearly defined who has the authority to make decisions about power

supplies and purchases?

5

6

7

8

9

10

11

12

13

SSVEC has generally identified the responsible parties/positions in response to JM 14.22,

which is attached as pages l and 2 of Exhibit JEM-3. It appears that WAPA and

SSVEC's consultant, GDS, develop information regarding the type and quantities of

power supply products to procure. The CFO and CEO share some responsibilities in a

manner not clearly defined in SSVEC's response to JM 14.22. For example, according to

paragraph a), the CFO makes the final decision regarding the type and quantities of power

supply products. However, that answer also indicates that the CEO is consulted in

advance of all purchase decisions, making it unclear whether the CFO or CEO has

ultimate authority. The authority issue is further clouded by paragraph e), which states

that the CEO approves all major purchases. It is not clear exactly which decisions are

made by the CFO and which are made by the CEO.

Q, Has SSVEC clearly defined the extent of authority of each decision-maker regarding

purchased power and the limits on that authority?

14

15

16

17

18

19

20

21

A.

22

23

24

25

26

A.

No. Based on Exhibit JEM-3 and interviews, it appears that SSVEC has not deNned

explicit limits of authority regarding the approvals of power purchases. In many utilities,

"major purchases" as referenced in paragraph e would be defined in terms of cost or

volume of power purchased, with the CEO approval being required explicitly only for

purchases above some specified threshold. In addition, there may be other diresholds of

significance in the purchase hierarchy. The smallest purchases may only need approval of

the traders, intermediate sized purchases may require additional approvals by mid-level

management, larger purchases by the CFO, and the largest purchases by the CEO. This

type of explicit structure, which in my experience is usually associated with formal written

procurement policies, does not appear to exist at SSVEC .
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Another example alluded to in Exhibit JEM-3, paragraph (a) is that GDS and WAPA in

some capacity advise the CFO, who has final responsibility. However, the limits of their

authority are not clear given that "collectively the group decides." It is also not clear

whether or how much information must be formally and reproducibly prepared and

provided to the CFO. In other words, it is unclear how much and what information the

CFO actually has when making a decision, and whether it is documented or simply

verbally discussed.

5

6

7

8

9

10

11

12

Also, the CFO's authority and responsibility to provide information to the CEO and the

Board of Directors is vague. It appears that most of the information is shared after the

purchase has been made, and thus it is not clear how the CEO or Board of Directors would

influence a decision before it is actually made.

Q, Does SSVEC's organization contain appropriate checks and balances?

13

14

15

16

17

18

19

20

21

22

A. Yes, to a degree in that power purchases for SSVEC involve a number of distinct entities

that can prevent and identify errors and abuses. These include WAPA, GDS, theCFO, the

CEO, and in a more limited fashion, the Board of Directors.

23

24

25

26

Unfortunately, while the organizational structure contains the opportunities for checks and

balances, the potential effectiveness of these checks and balances is reduced due to the

lack of formal written procedures and explicitly defined responsibilities and authorities.

Developing and approving formal written procurement policies and procedures would

force SSVEC to think through potential errors and abuses associated with securing power

supplies and how to prevent them. Formal written policies and procedures would both

guide the conduct of the decision makers and also provide a benchmark against which to

measure the performance of the decision makers.
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Power Procurement Procedures

Q. Please explain in more detail your earlier statement that SSVEC's purchase power

procurement practices were not adequate and appropriate.

4 A. I assessed each of the five elements that the Commission should consider regarding

SSVEC's purchase power procurement practices. To recap, these five were a clear

statement of objectives, written procedures, communicating those procedures to

responsible employees, monitoring results, and updating the procedures.

SSVEC's power purchase objectives appear to me to be reliable service at reasonable cost.

I have not requested nor received a written statement of specific objectives, but have

concluded that these are SSVEC's objectives based on conversations with SSVEC and an

observation that these objectives are implicit in the SSVEC's responses to data requests.

These are reasonable and appropriate objectives.

Q- Does SSVEC have formal written procedures pertaining to power purchases?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

A. No. SSVEC does not have written power procurement procedures, much less formal

approval by top-level management of such written procedures, SSVEC relies heavily on

WAPA for power procurement, and thus indirectly on WAPA's procedures. It is not clear

to what extent WAPA's procedures are customized to meet SSVEC's objectives or best

suit SSVEC's customers' interests.

21

22

23

24

25

The response to JM 14. 18 indicates that SSVEC has no formal power procurement plan or

purchase power strategy in place. The response to JM 14.19 indicates that WAPA bases

purchase decisions on a number of factors, but SSVEC did not provide (nor even confirm

the existence at) a manual, guideline, policy or any other written document to guide
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electric power procurement personnel. Please refer to Exhibit JEM-4, pages 1 and 2 for

copies of SSVEC's responses to JM 14.18 and JM 14.19, respectively.

1

2

3

4

5

6

7

8

9

10

11

Even if WAPA has written procedures, SSVEC should also have written procedures that

adopt or customize the WAPA procedures. SSVEC's best interests may not always be

servedby what is in WAPA's best interests. With WAPA acting as the agent for SSVEC,

it is important that SSVEC assess whether and how WAPA's interests align with

SSVEC's. It is also important that SSVEC unambiguously communicate its interests to

WAPA, and that the Cooperative monitor WAPA's performance to ensure that its interests

are being protected.

12 Q- Does SSVEC have any informal or unwritten guidelines or strategies for purchasing

electricity?

A. No. When asked this question in JM 14.20, SSVEC's response was to refer to the

response to JM14.I9. Apparently, SSVEC's unwritten guidelines or strategies are to rely

on WAPA. Please refer to Exhibit JEM-4, page 3 for a copy of SSVEC's response to

JM 14.20.

Q- Has SSVEC implemented an appropriate mechanism to communicate its power

procurement procedures to the responsible personnel?

13

14

15

16

17

18

19

20

21

22

23

24

No, with regard to formal written power procurement procedures, they do not exist.

25

26

A.

With regard to informal procurement strategies, SSVEC indicated that it communicates

with WAPA "regularly via phone, e-mail, and meetings to develop, monitor, and modify

procurement strategies," and that the results of those discussions are communicated to the

trading staff The communication itself is appropriate, but I am concerned that it is too
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1

2

3

4

informal and ad hoe in nature. As such, it is difficult to ensure that the message has been

conveyed as intended to the responsible personnel. It is also virtually impossible to hold

anyone accountable when the guidelines/instructions are communicated so informally.

Please refer to Exhibit JEM-5 for a copy of SSVEC's response to JM 14.21 .

Q- Has SSVEC implemented an appropriate mechanism to monitor the results of power

procurement activities?

5

6

7

8

9

10

11

A.

12

No. SSVEC makes vague references to monitoring power procurement strategies in its

response to data requests, e.g., see Exhibit JEM-5. However, making reference to

monitoring is not the same as specifying how, when, how often, and by whom monitoring

should be done .- all of which would be specified in an appropriate power procurement

procedure.

13

14

15

16

17

18

19

20

21

Q- Even though SSVEC did not specify a monitoring mechanism, is SSVEC collecting,

compiling and analyzing the appropriate data needed to monitor the results of its

power procurement activities?

No. Ultimately, monitoring the results of its power procurement procedures entails

comparing the power purchases (cost, reliability, other indicators) as made under

SSVEC's power procurement procedures to other power supply resources and approaches.

SSVEC has not compiled even the most basic information necessary to make such a

comparison.

22

23

24

25

A.

In response to data request JM 14.54, SSVEC indicated that it "does not maintain a

database of the cost and amount of on-peak and off-peak power available from providers

in the region and does not othewvise have this data available to it."
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1

2

3

4

In response to data request JM 14.55, SSVEC indicated that it "does not maintain energy

and pricing information for the wesTTrans market."

5

6

7

8

9

10

11

12

In data request JM 14.57,SSVEC was asked whether the regional electric market provided

electricity supplies that were less expensive than would have been available under the

AEPCO full requirements contract. This is one of die fundamental questions

partial requirements service from AEPCO to which SSVEC just converted less expensive

than retaining full requirements service would have been? SSVEC's response is that it

"does not have the AEPCO information available to answer this question."

is the

13

In summary, SSVEC does not have the information available to assess whether its

procurement strategy is yielding higher or lower costs than would be available from other

suppliers or from a continuation of its full requirements service beyond January 1, 2008.

This information is essential to any real monitoring of its power procurement methods.

SSVEC should develop a monitoring mechanism to collect, compile and evaluate this

comparative power cost data.

Copies of SSVEC's responses to JM 14.54, JM 14.55 and JM 14.57 are contained in

Exhibit JEM-6.

14

15

16

17

18

19

20

21

22

Q. Has SSVEC implemented an appropriate mechanism to update its power

procurement procedures?

23 A.

24

25

No. SSVEC makes vague references to modifying power procurement strategies in its

response to data requests, e.g., see Exhibit JEM-5. However, making reference to

modifying is not the same as specifying how, when, how often, and by whom updating
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1

2

should be done - all of which would be specified in an appropriate power procurement

procedure.

3

4 Q- Please summarize your concerns about SSVEC's organization and power

procurement procedures.5

6

7

8

9

10

11

A. My concern is that the planning and purchase power procurement processes are not

written down or formally approved. In essence, the entire planning and purchase power

procurement process resides in the minds of a few existing staff; especially the CFO. That

is not to say that the current process is necessarily producing bad results or that there is

evidence of material error or abuse. Rather the current process fails to provide

benchmarks against which to measure performance or real time checks and balances to

prevent abuse.

Q- What are your recommendations?

12

13

14

15

16

17

18

19

20

recommend that the Commission direct SSVEC to :

21

22

a. Develop written procedures for power supply planning and power procurement and

formally approve them, also submitting the written procedures for Staff review and

Commission approval,

b. Define and document the responsibilities and limits of authority to make decisions

about power supplies and purchases,

c. Establish and document a clearly enforceable set of checks and balances on the

23

authority of personnel involved in power supply planning and power procurement,

d.  Formalize and document  the communicat ion of power supply planning and

24

25

procurement strategies and procedures to the responsible personnel,

e. Develop, document and implement a power procurement monitoring mechanism, and

A.

l l l ll\ I l-l
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1 £ Develop and implement  a  mechanism to review and update power  procurement

procedures. (When permanent changes in conditions/circumstances warrant).2

3

4 EXECUTION OF POWER PROCUREMENT PROCEDURES

Did SSVEC appropriately follow its power procurement procedures?

Q. What should the Commission consider in assessing whether SSVEC appropriately

followed its power procurement procedures?

A. In general,  the Commission should consider three fundamental elements of SSVEC's

power procurement procedures to determine whether it was appropriately followed.

F ir s t  i s  whether  t he r espons ib le per sonnel  knew a bou t  a nd fol lowed the power

procurement procedures. Factors contr ibuting to this  determination could include

evidence of employee awareness of procedures/policies, employee actions consistent with

those procedures/policies, proper sign-offs by accountable personnel, and internal reviews

of the power procurement process.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Second is whether  deviations from the power procurement procedures occurred and

whether those deviations were appropriate. Factors contributing to this determination

could include the existence of a deviation, evidence of a mechanism to monitor changing

conditions and circumstances and the ability of existing procedures to cope with them, and

evidence that the deviation was justified by the changed circumstances.

25

26

Third is whether  the power procurement procedures were followed despite changing

circumstances  and condit ions  tha t  would have war ranted a  devia t ion from power

procurement procedures. Factors contr ibuting to this determination could include

evidence of a  mechanism to monitor  changing conditions and circumstances and the
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1 ability of existing procedures to cope with them, and evidence that a deviation would have

been justified by the changed circumstances.2

3

4 In summary, the Commission should assess whether SSVEC followed its own procedures.

If not, the Commission should assess whether those deviations were appropriate to the

changed circumstances. If SSVEC followed its procedures, the Commission should verify

that deviations were not appropriate (i.e., that conditions had not changed to warrant a

deviation in the procurement procedures) .

Q. Did your evaluation conclude that SSVEC appropriately followed its power

procurement procedures?

A. No. Because SSVEC did not develop written power procurement policies/procedures to

secure power under the new partial requirements service contract, I could not make a

determination that SSVEC appropriately followed its power procurement procedures. At

this time, SSVEC appears to have unwritten ad hoc power procurement procedures which

fail to provide a benchmark against which to assess whether SSVEC procured power

appropriately.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Q. What do you recommend?

21

22

23

24

25

26

A. I recommend that the Commission require SSVEC to :

a. Develop and formally adopt written power procurement policies/procedures,

b. Develop a mechanism to monitor changing market conditions and make deviations

from the adopted policies/procedures when appropriate (temporary changes in

conditions/circumstances), also documenting the reasons for those deviations, and

c. Develop a mechanism to update the written policies/procedures when permanent

changes in conditions/circumstances warrant.
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1

2

3

4

PURCHASE POWER PRICES RELATIVE TO MARKET

Were SSVEC's power purchases made at prices favorable compared to regional market

prices?

Q. Did you determine that SSVEC made power purchases at unreasonable costs?

No. As discussed below, SSVEC did not provide the data required to determine whether

or not it made power purchases at a reasonable cost.

Q, What should the commission consider in determining whether SSVEC made power

purchases at reasonable cost?

5

6

7

8

9

10

11

12

A. Typically, in a competitive market, comparing prices paid to market prices is a way to

measure whether the prices paid (and cost) were reasonable. The most appropriate way to

compare SSVEC's purchases to market prices is on a marginal basis. That is, at any given

time, I would analyze how SSVEC's marginal cost of supply compared to the market price

at that time.

Q» Were you able to do the marginal cost analysis?

A. No. SSVEC did not possess or have access to the data needed for that analysis. Please

refer to Exhibit .TEM-6 .

13

14

15

16

17

18

19

20

21

22

Overview of 2008 Power Purchases

Q, Please provide an overview of SSVEC's power purchases.

23

A. For this purpose, I have categorized SSVEC power purchases as AEPCO partial

requirements service, incremental power requirements, and balancing power requirements.

24

25

26

A.

The vast majority of SSVEC's power purchases, by energy purchased and by cost, is

under the partial services contract with AEPCO. Under the contract, SSVEC is allocated a
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31.8 percent share of AEPCO capacity and associated energy. That is adequate to meet all

of SSVEC's loads except for the summer months of May through September. This power

is purchased from AEPCO at regulated Schedule A rates, and as such are average rates

designed to recover AEPCO costs. Because they are average rates, one might expect the

price to be below market prices when the market demand is high and above market prices

when market demand is low.

SSVEC expects to purchase a relatively small amount of incremental power during the

months of May through September from third party suppliers. This power is purchased at

negotiated prices,  which should reflect market prices. WAPA and GDS (SSVEC's

consultant) identify third party purchase opportunities and make purchase

recommendations to SSVEC's CFO.

The third category of purchases is power purchased and sold to balance SSVEC's power

supplies and loads. WAPA administers  the ba lancing power  service for  SSVEC.

Assuming that WAPA is monitoring die regional markets appropriately, power bought or

sold by WAPA on behalf of SSVEC should by definition be at the market price at the time

of the purchase or sale.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

There is  a  potent ia l  for  some redundancy between AEPCO and WAPA regarding

balancing power. The AEPCO partial service contract also provides for power under

Schedule B,  which is  to supply power  above the a llocated capacity of Schedule A.

AEPCO prices Schedule B power, if taken, at its cost of supply. If AEPCO purchases

power to meet Schedule B requirements, it should be priced at market prices (which in

theory should be the same prices WAPA would purchase balancing power).
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Q. Has SSVEC purchased Schedule B power from AEPCO?

A. No. SSVEC did not purchase Schedule B power from AEPCO in the months of January

through November 2008. SSVEC indicates that Schedule B prices are above market

prices that are available to it through WAPA balancing services, and thus are never

selected. .

Based on AEPCO's assertion that Schedule B pricing is only to make AEPCO whole for

its incremental costs, Schedule B pricing should be at market prices if AEPCO purchases

power to supply Schedule B demands. If AEPCO supplies Schedule B power first from

any available capacity not already allocated elsewhere, it is possible that Schedule B

power could be above the market price because the cost of AEPCO's marginal capacity

was out of the money. If that is how AEPCO actually supplies Schedule B power,

AEPCO would not be providing the least-cost power under Schedule B.

Purchased Power Cost

Q, Please descry°be your analysis of SSVEC's purchase power costs for 2008.

1
2
3
4
5
6
7
8
9

10
11
12
13
1.4
15
16
17
18
19
20
21
22
23
24

A. I analyzed SSVEC's fuel adjustor reports for the months of January through October

2008. First, I examined the major cost components driving the monthly fuel adjustor,

which were AEPCO (Schedule A) purchases, WAPA balancing purchases and services,

third party power purchases, and Southwest Transmission Cooperative transmission

services. In order to determine how each component varied month-to-month and to

identify which one(s) were responsible for significant cost increases that occurred in June-

August of 2008, I first looked at the total cost per month. Total cost per month shows the

combined effects of changes in volumes purchased and changes in purchase prices.
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1 Q- What did this analysis of the January through October 2008 period show?

2 A. Exhibit  JEM-7 Page 1 shows the total monthly costs expended on purchased power

3 all of the

4

(energy and demand), transmission services, dispatch, reactive power, etc.

elements contained in the fuel and purchase power costs adjustor. Several things should

5 be noted from Exhibit JEM-7 Page 1:

6 a. The total cost is strongly peaked in June-August, with June costs being roughly double

7

8

9

10

11

12

13

14

15

16

the February costs.

b. The AEPCO costs are essentially constant, showing little month-to-month variation.

The largest AEPCO monthly cost occurred in October.

c. The Southwest Transmission Cooperative costs are essentially constant, showing little

month-to-month variation.

d. The WAPA' costs show significant variation, and contributing significantly to the

peak costs in the June-August time period.

e. The third party purchases, from Public Service of New Mexico ("PNM") in May and

Arizona Public Service ("APS") in June-August, contribute significantly to the peak

cost period.2

17

18 Q- Is it surprising that the total cost is strongly peaked in June-August?

19

20

21

No. Obviously, we would anticipate that SSVEC would spend more money during the

summer peak period, since it must purchase more power then to supply the higher summer

demands.

22

1 Kirby Chapman of SSVEC indicated that the WAPA power purchases are day ahead and same day purchases used
to balance load. WAPA handles the dispatch for SSVEC, and secures additional power or sells excess depending on
changing daily conditions.
2 Kirby Chapman indicated that the block purchases made by SSVEC will sometimes appear as part of the WAPA
bill and other times separately, depending how they were paid for. It would appear that those purchases separately
identified in the adjustor report are purchases that can be attributed to the change to partial requirements service.

A.
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Purchased Power Amounts

Q, Have you analyzed how the amount of power SSVEC purchased varied by month in

A.

2008?

Yes. Exhibit JEM-7 Page 2 shows the KWh purchased for each month of 2008 by

source. The Commission should note several things from Exhibit JEM-7 Page 2:

a. The monthly quantity of energy purchased is highest in June, with July and August at

similar levels.

b. The purchases from AEPCO are essentially constant, and all under Schedule A,

showing little month-to-month variation.

c. Purchases from WAPA were highest in the June through September period, and varied

noticeably from month-to-month.

d. Identifiable third party purchases were made only in May through August, to

contribute the supplies needed to meet the summer peak.

Average Purchase Price Analysis

Q, How did the average price of power SSVEC purchased from each source compare?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. Exhibit .TEM-7 page 3 shows the average cost of power SSVEC purchased from AEPCO,

WAPA and third party suppliers. I considered only the energy and demand component

(no ancillary services) for each source and divided by the number of kph obtained from

that source to get the average cost of power. The noteworthy observations from Exhibit

JEM-7 page 3 include:

a. AEPCO average costs per kph are nearly constant from January through September

2008. A substantial price increase occurred in October as AEPCO's fuel and purchase

power cost adjustor increased from $0.01305 to $0.02551 per kph. The member

energy rate and demand charges were unchanged.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

b. It does not appear that AEPCO prices are responsible for the increase in SSVEC's

rates over the summer. AEPCO supplied essentially constant amounts of energy at

essentially constant prices through September.

c. The WAPA power supplies are more expensive than those of AEPCO for the months

of January-August. This is to be expected, since WAPA is buying and selling day

ahead or same day power at real time market prices. I would anticipate that the market

prices, especially during times of regional summer peak, would be set by gas fired

combustion turbines (and some combined cycle gas plants). Purchases from AEPCO

are under rate Schedule A and include much energy from coal plants, the operating

cost of which is less costly than that of gas plants.

d. WAPA power supplies are indicative of the real time market prices - if SSVEC simply

bought from the real time market instead of seeming longer-term supplies (which it

currently does through AEPCO and third party suppliers). Market prices were high

though July, and dropped off since August (probably coinciding with the decline in

natural gas prices).

e. SSVEC's block purchases from PNM and APS are at much higher average costs per

kph than either the average WAPA balancing purchases or the AEPCO purchases.

£ Over the months of June-August, when SSVEC's customers began to express concerns

over large bill increases, SSVEC received significant quantities of power from WAPA,

at an average cost per kph about 50% higher than from AEPCO.

g. over the months of June-August, SSVEC received significant quantities of power

from Third Party Suppliers, at an average cost per kph more than twice that from

AEPCO.

21

22

23

ll ll l lllllll ll\ll\ll lull II II
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Q- Can you conclude from your analysis that SSVEC purchased power from third party

suppliers at unreasonable or imprudent prices?

A. No, but I also cannot rule it out based on my analysis of average costs. Since the third

party purchases are for incremental power needs over the summer months above the

supplies available under the AEPCO partial requirements service, it would be more

appropriate to analyze and compare the costs of alternative sources of incremental supply.

In other words, if the third party suppliers that SSVEC selected were the least cost of any

potential suppliers of the incremental power need, then they may have well been prudent

even if they are much more expensive than the average cost of AEPCO Schedule A

power. In the same way, it is possible that the third party suppliers were less expensive, or

more reliably available, than the spot market would have been for the same amount of

power.

Spot Market Price Analysis

Q, Have you conducted further analysis?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Yes. In response to data request JM 14.56, SSVEC provided WAPA purchases and sales

made to balance SSVEC's supplies to its loads. SSVEC provided the cost and volume of

each balancing purchase and sale by WAPA for each day for the months of January

through October 2008. I calculated the average price of power for each transaction in

May through August, which are the months during which SSVEC entered into third party

purchase contracts. Assuming that WAPA buys and sells balancing power at market

prices, the WAPA balancing transaction prices represent a daily picture of the spot market

prices against which the third party prices can be compared.

The WAPA balancing transaction prices are a reasonable, though incomplete indication of

the spot market prices. The WAPA data do not reflect the spot market at times that
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WAPA was not engaged in balancing transactions on behalf of SSVEC. The WAPA

balancing transaction data are not broken out hourly, only by on-peak and off-peak. Thus

using the WAPA balancing transaction pr ice data  does not permit  the evaluation of

instantaneous spot prices, but does permit assessment of on- and off-peak period market

prices.

Q, What did you do with the WAPA balancing transactions data?

A. I developed scatter plots of the on-peak and off-peak price by day for each month. There

were multiple transactions per day at different prices, perhaps reflecting price differences

in the time of day of the transaction or with whom the transaction was conducted.

purchases

compared to the on-peak and off-peak prices of WAPA balancing transactions.

I then determined the price of the third party purchases, which were |

dur ing the months of May through August . As such,  these

could be

Q- What did your analysis show?

My analysis shows that the price of electricity under SSVEC's third party contracts was at

the high end of the range of spot  market  pr ices (as est imated by WAPA balancing

transaction prices). Exhibit JEM-8 shows the prices of WAPA on- .and off-peak purchase

transactions (scatter plot) in comparison to the third party contract price for the months of

May through August (pages 1 dirough 4, respectively).

1

2

3

4

5

6

7

8

9
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26

A.

WAPA balancing transactions in May 2008, onl ere at prices greater than

the price SSVEC paid under its third party power contract with Public Service of New

Mexico. See Exhibit JEM-8, page 1.

Of the I I
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Of th APA balancing transactions in June 2008, only ere at prices greater than

the price SSVEC paid under its third party power contract with Arizona Public Service

Company. See Exhibit JEM-8, page 2.

Of the WAPA balancing transactions in July 2008, onl ere at prices greater than

the price SSVEC paid under its third party power contract with Arizona Public Service

Company. See Exhibit JEM-8, page 3.

Of the APA balancing transactions in August 2008, at a price greater

than the price SSVEC paid under its diird party power contract with Arizona Public

Service Company. See Exhibit JEM-8, page 4.

l
\
I

In summary from May through August  2008,  the spot  market  was less  cost ly than

SSVEC's negotiated third party contract on 90% of the occasions that WAPA initiated a

balancing purchase on SSVEC's behalf.

1

2

3

4

5

6

7

8

9

10
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20

21

22

23

24

25

26

Q, Earlier in your testimony you indicated that you would expect the average prices to

be above the off-peak prices but below the on-peak market prices. Is that what you

found regarding the third party contracts?

A. No.

The third party contracts were generally above on-peak market prices (as estimated from

WAPA balancing purchases and sales) as shown in Exhibit JEM-9. It is interesting to

note that there were' occasions in the on-peak period during which WAPA sales

occurred at a price greater than the price SSVEC paid to third parties for the power. In

other words, in most cases in which SSVEC had excess power for sale on peak, it was sold

I I
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at prices below those SSVEC was paying simultaneously to buy the power from third

party suppliers

As expected, the third party contracts were generally above off-peak market prices (as

estimated from WAPA balancing purchases and sales) as shown in Exhibit JEM-10. It is

interesting to note that there were a few occasions that the off-peak market prices were

above the third party contract price. There were no instances in which the off-peak

WAPA balancing sales were at prices equal to or greater than the price SSVEC paid to

third parties for the power. In odder words, to the extent that SSVEC had excess power for

sale off peak when it was simultaneously buying power from third party suppliers, it was

sold at prices below those SSVEC was paying to the third party suppliers

13 Q Is this an expected result?

No. I would expect the contract prices to be closer to the spot market prices when there is

adequate generating capacity and die spot market is capable of providing reliable power

supplies. In 2008, it is my understanding that the regional market was not facing capacity

constraints and was considered both liquid and adequate

SSVEC indicated that the third party suppliers were selected in response to a solicitation

made to potential suppliers. See response to data request JM 14.43 on page l of Exhibit

JEM-11. SSVEC further indicated that it had always selected the lowest cost resource

See response to data request JM 14.36 on page 2 of Exhibit JEM-1 l
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Reasonableness of Third Party Purchase Power Costs

Q, Does this mean that SSVEC's third party power costs in 2008 were indicative of

future costs SSVEC will incur to serve load?

1

2

3

4 A. No. I believe that SSVEC will in the future be able to reduce its prices for third party

power to relatively lower levels than were negotiated by SSVEC for 2008. This is Mainly

due to the fact that 2008 was a transition period for SSVEC, moving from full

requirements to partial requirements service. I would expect that as SSVEC gains more

experience, and suppliers in the regions have more experience with SSVEC in its new role

of planning for and procuring power supplies, it will improve upon its 2008 performance.

5

6

7

8

9

10

11

12

Q» Please explain.

In my opinion, SSVEC has not fully stepped up to the challenges of its new planning and

procurement responsibilities in madding its 2008 purchase decisions.

SSVEC considered only short-term resources, including the reliance on the spot

market and short-term purchases. SSVEC had not considered long-term resources,

•

13

14

15

16

17

18

19

20

21

22
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24 •
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26

A.

including ownership of generation and multi-year purchase power agreements.

SSVEC intends to consider these options in the future according to its response to data

request JM 14.46 (See Exhibit JEM-12). Presumably, SSVEC would pursue those

resource options if they reduce cost compared to short term purchases, and thus will

put a relative downward pressure on future costs (assuming these resources are

reasonably evaluated and implemented). Implementation of an integrated resource

planning process, now lacking, would be a major step toward SSVEC developing a

comprehensive spectrum of resource options.

Negotiated third party supply prices were above spot market prices. This is due in part

to the timing of the third party contracts which were negotiated at a time of high

natural gas prices, in effect locking in higher gas prices when the electric spot market
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1

2

3

4

5

6

7

8

9

10

11

12

•

was dropping in response to dropping gas prices. SSVEC issued a request for

indicative prices to potential suppliers on April 22 for purchases to begin in May.

There are options available to SSVEC regarding when and for what products RFPs are

issued. Implementation of a formal written procurement procedure would be a major

step toward SSVEC securing the appropriate product at the appropriate price.

SSVEC has limited experience in regard to power procurement choices and processes.

As previously indicated, SSVEC had limited experience in 2008 with its new roles and

responsibilities. I would expect that as SSVEC gains experience, its procedures and

strategies would evolve leading to lower costs. Perhaps as importantly, as potential

suppliers gain experience with SSVEC, they may be more willing to offer power

supplies with terms better suited to SSVEC'S needs.

Q- Are the purchased power costs SSVEC incurred in summer of 2008 indicative of the

future purchased power costs?

No. The AEPCO costs, WAPA balancing costs and third party power costs incurred by

SSVEC in 2008 are not likely to be indicative of future power costs.

13

14

15

16

17

18

19

20

21

22

23

24

AEPCO costs are determined by Commission regulated rates, which have increased

beginning in October 2008. Thus the January through September 2008 AEPCO costs will

not be representative OIC and will be less than, future costs. Since the Commission sets

AEPCO's rates, the Commission is well aware of the amount and timing of increases

likely and can take that into account when setting SSVEC's base rates.

25

26

A.

WAPA balancing power costs are determined by electric market prices. Electric market

prices are dependent on natural gas prices, which were abnormally high and very volatile

in the April through July 2008 period, but which have significantly decreased since that
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1 period.

2

3

4

As a consequence, WAPA balancing power costs in 2008 will not be

representative of, and are likely to be more than, future costs. Even if SSVEC changed to

a source of balancing services other than WAPA, that source would still buy and sell

power at the market price and I would not expect that to vary much between alternative

suppliers of balancing services.

Third party power purchase costs are the result of negotiated prices influenced by

SSVEC's planning and procurement processes. As previously discussed, SSVEC's power

planning and procurement processes are in transition and are not currently formalized or

well-documented. As experience is gained and SSVEC implements and improves

processes, it is likely that relative costs will decrease. For these reasons, the 2008 third

party prices are not representative G12 and are likely to be higher than, future third party

contracts.

Q- What are your recommendations to the Commission?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

A.

21

22

I recommend that the Commission:

a. Find that the third party power supplies secured by SSVEC in lieu of remaining a full

service customer of AEPCO were at substantially higher prices than power supplies

from AEPCO.

b. In an effort to reduce the relative cost of third party power supplies, direct SSVEC to

formalize and upgrade its power planning process to ensure it appropriately considers

the full spectrum of resources available to it.

23

24

25

26

c. In an effort to reduce the relative cost of third party power supplies, direct SSVEC to

fonnalize and upgrade its power procurement process to ensure it identifies and

appropriately implements available resources and holds SSVEC accountable (e.g.,

timing of purchases and RFPs, optimize purchases and sales).
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d. Direct SSVEC to verify and document that WAPA balancing transactions are

conducted at market prices and that they are done in a manner consistent with

SSVEC's interests.

1

2

3

4

5

6

7

8

9

10

l l

ALTERNATIVE APPROACHES

Are there alternative approaches that would be more appropriate to ensure that SSVEC's

purchased power costs are prudent and reasonable?

Q. What factors should the Commission consider in assessing whether alternate

procurement approaches exist that are better able to ensure that SSVEC's purchase

power costs are prudent and reasonable?

12

The ultimate question is what procurement process would most benefit SSVEC's

customers. Although Mere is insufficient data at this time to establish whether the move

to partial requirements will have a positive impact on purchase power costs on a long-term

basis, it is clear that enhanced and formalized procurement procedures would improve

SSVEC's chances of obtaining power at a prudent and reasonable cost.

13

14

15

16

17

18

19

20

21

22

The Commission should consider two elements in assessing the ultimate question. First,

did SSVEC's customers benefit from the conversion from full requirements in 2008, the

period for which we now have actual data? Second, what else might SSVEC do to

improve, or achieve, benefit from the move from full requirements service?

23

Benefits of Move to Partial Requirements Service

Q, Did SSVEC demonstrate a benefit in 2008 from its move to partial requirements

24

25

26

A.

A.

service?

No. While the move would in theory provide the opportunity to utilize markets to

improve upon the full requirements service offering by AEPCO, it appears that SSVEC

I
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was not able to secure power at low enough prices to benefit its customers in 2008. In

fact, my estimate is that the move to partial requirements service actually increased costs

for SSVEC's ratepayers.

Q. Please describe your analysis.

My analysis focuses on the power SSVEC secured from third party suppliers and from

AEPCO (under the partial requirements service agreement) in January through October

2008. I assumed that the WAPA balancing transactions and balancing power costs would

have remained the same even if SSVEC had purchased the rest of its power under a full

requirements service agreement with AEPCO. I compared the actual partial requirements

and third party power costs to an estimate of the cost of an equivalent amount of power

under a full requirements service agreement with AEPCO.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The pricing of power under a full requirements service agreement with AEPCO is

different from the pricing of power under a partial service requirements agreement. To

estimate the cost of supplying all the energy under a full requirements contract with

AEPCO, I applied AEPCO's full service tariffs to the energy SSVEC purchased from

third party suppliers and AEPCO partial requirements service. Since AEPCO's rates are

regulated, the energy and demand charges and the adjustors are known. Scenario 1 in my

analysis assumed that AEPCO could supply the incremental power (that SSVEC

purchased from third party suppliers) in January through October 2008 at the same

average cost embedded in AEPCO's existing rates for full requirements service.

A.

It is unlikely that AEPCO could supply the incremental power at the average cost, with the

result that over time AEPCO's rates would be adjusted to cover the cost of securing

additional capacity and energy. To estimate this effect, I analyzed Scenario 2, which
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made the assumption that AEPCO would secure the incremental power at the spot market

prices. The spot market prices in May through August 2008 (when incremental power is a

factor) were higher than AEPCO's prices; I assumed that AEPCO would ultimately

recover these higher costs for the incremental power from SSVEC.

Q- What are the results of your analysis?

A. I found that Scenario 1, full requirements from AEPCO at AEPCO's existing rates, would

have been nearly $3 million cheaper over the January through October 2008 period than

the costs SSVEC actually incurred. However, this probably overstates the potential

savings in that AEPCO's rates would probably have to increase over time as the cost of

serving more incremental load under higher fuel costs phased in.

Scenario 2, full requirements from AEPCO with AEPCO charging for incremental power

procured from the spot market at market rates, reflects a savings potential that may be

more sustainable over time. I found that Scenario 2 would have been nearly $0.5 million

cheaper over the January through October 2008 period than the costs SSVEC actually

incurred. Scenario 2 may overstate the cost of power to SSVEC in that the incremental

power costs under full requirements service probably would be shared by all AEPCO

customers rather than to be allocated solely to SSVEC.

1

2

3

4

5

6

7

8

9

10

11

12

13

14
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16

17

18

19

20

21

22

23

24

25

Nonetheless, Scenarios 1 and 2 represent a reasonable range of costs to SSVEC for power

under a full requirements contract. For January through October 2008, SSVEC's

procurement of power from third parties resulted in higher costs for SSVEC customers

than either Scenario 1 or Scenario 2 full requirements service from AEPCO.
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1

2

Alternatives to Improve Benefits

Q, Regarding the second question, what else might SSVEC do to improve, or achieve,

benefit from the move from full requirements service?3

4 A. The Commission should consider several elements in response.

Procedures: As indicated previously in my testimony, SSVEC has the opportunity to

improve on its 2008 performance by upgrading and documenting its power planning

and procurement processes. This would enable SSVEC to efficiently take advantage

•

•

of market opportunities.

Market assessment: The electricity market needs to be vibrant and liquid to provide

SSVEC with the opportunity to improve upon the AEPCO full requirements service.

If it is not, the market will not be a reliable source of inexpensive power. During

periods of ample or excess capacity, market prices may be quite low, but as the

capacity is more fully utilized, prices can become volatile and high. The most

effective alternatives available to SSVEC are likely to change as markets tighten.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Q. Based on its market assessment, will SSVEC be able to continue its reliance on the

spot market as it did for much of 2008?

21

22

No. Bi response to data request JM 14.46 (See Exhibit JEM-12), SSVEC indicates that

while the markets are liquid for the next few years, on the longer term it has concerns as

reserve margins decline. As a result, "SSVEC is studying long term purchased power

options, long term joint generation ownership options, and also the development of a local

pealing generation facility."

23

A.
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1

2

Q- Are these appropriate options for SSVEC to study?

3

4

Yes, these are appropriate physical hedges to market prices which would be normally

considered as part of the integrated resource planning process. However, SSVEC should

also remain open to other options, including:

Demand response programs and energy efficiency programs to reduce market•5

6

7

8

9

10

11

exposure.

Financial hedges and laddered purchasing strategies to reduce market price volatility.

Return to full requirements service if SSVEC cannot demonstrate an actual benefit

from utilizing electricity markets to supplement partial requirements services from

AEPCO.

12 Q. Has SSVEC utilized financial hedges?

13

14

No, it has not. In response to data request JM 14.24, SSVEC indicated that it has not used

financial instruments in the purchase of power supplies. It appears that SSVEC is open to

considering financial hedges under the appropriate conditions, but that such conditions

have not occurred to date. See Exhibit JEM-13.

Q- Does this conclude your direct testimony?

15

16

17

18

19

A.

A.

A. Yes it does.
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JERRY E. MENDL
President
MSB Energy Associates

AREAS OF EXPERTISE
+
+
+
+

+
+

Analysis of energy resource adequacy, cost and availability
Evaluation of alternative energy resource options
Analysis of electric utility bulk power supplies
Analysis of electric utility projected merger savings and implications on system operations and
costs
Transmission system analysis
Service delivery and markets in a restructured electric utility industry

EDUCATION

1973 B.S. Degree in Nuclear Engineering, With Very High Honors, from the University of Wisconsin,
Madison, Wisconsin

1974 M.S. Degree in Nuclear Engineering from the University of Wisconsin, Madison, Wisconsin.

EXPERIENCE

1987-Present
President
MSB Energy Associates, Inc.
Middleton, Wisconsin

Since co-founding MSB Energy Associates in 1988, Mendl has served public-sector clients in Arizona,
Kentucky, California, Utah, Nevada, Washington, Texas, Alaska, lowa, Illinois, South Carolina,
Connecticut, Massachusetts, Vermont, Maryland, Michigan, Missouri, Minnesota, Louisiana, Wisconsin,
Pennsylvania, Georgia, Hawaii, Ohio, New Jersey, the District of Columbia and Ontario. Much of his
recent work has involved electric utility restructuring, low-income consumer energy affordability and
service issues, prudence of gas and electric utility planning and purchase practices, and analyzing need
for transmission lines. He assesses "green pricing" tariffs for renewable electric resources and
fuel/purchase power costs for electric and natural gas utility rate cases and renewable energy
alternatives for utility construction cases. He evaluates electric utility restructuring alternatives and
prepares restructuring policy recommendations and supporting technical information. He analyzes long-
range plans and planning methods used by gas and electric utilities. He prepares and presents reports,
recommendations and testimony.

He conducted engineering, environmental, economic and life-cycle cost analyses of alternate energy
resource options, including improved end-use energy efficiency and renewable resources. Mendl
developed state regulatory commission codes for implementing integrated resource planning and
evaluated the adequacy of existing and proposed codes. Mendl was both organizer and presenter for a
series of five least-cost planning workshops across the U.S. sponsored by the National Association of
Regulatory Utility Commissioners (nARc). He also participated in five Conservation Law Foundation
collaborative projects in the northeastern states.
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Submitted To: Subject Docket No. Date

Nevada Public Utilities
Commission

Nevada Power Energy Supply Plan
Update

08-08030 2008

Nevada Public Utilities
Commission

Sierra Power Energy Supply Plan
Update

08-08031 2008

Nevada Public Utilities
Commission

Sierra Power gas and electric fuel and
power cost recovery practices (DEAA)

08-02043 &
08-02044

2008

Nevada Public Utilities
Commission

Nevada Power fuel gas and power cost
recovery practices (DEAA)

08-02042 2008
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1974-1988

Administrator, Division of Systems Planning, Environmental Review and Consumer Analysis (1979-
1988)
Director, Bureau of Environmental and Energy Systems (1976-1979)
Public Service Engineer (1974-1976)
State of Wisconsin, Public Service Commission
Madison, Wisconsin

Mendl was employed by the Wisconsin Public Service Commission for 14 years (1974-1988), and was
responsible for the development and evolution of Wisconsin's long-range planning process for electric
utilities. He had overall responsibility for directing the Commission's activities concerning utility long-
range plans. in addition, Mendl had overall responsibility for and directed the preparation of
environmental impact statements and environmental assessments, identifying expected impacts as well
as evaluating alternatives, for five large power plants, numerous transmission lines, a major natural gas
pipeline, and many policy issues including Electric Space Heat, Electric Utility Tariffs, Electric Sales
Promotion, Small- Power Production and Cogeneration, and Extension of Service. Mendl was also
responsible for directing the preparation of major studies, including The Alternative Electric Power
Supply Study, Alternative Electric Power Supply - Update, and Utility SON Cleanup - Cost and
Capability. (The Alternative Electric Power Supply Study and Update identified renewable energy, load
management and energy efficiency resources that would economically meet Wisconsin's long term
electricity needs.) Mendl testified before the Wisconsin Commission in rate cases, planning cases,
construction certificate cases and policy cases. He also appeared before other state Commissions and
the Federal Energy Regulatory Commission.

OTHER DISTINCTIONS

Mendl staffed the NARUC Subcommittee on Energy Conservation for two and one-half years, and was
closely involved with the preparation of the Least-Cost Planning Handbook for Public Utility
Commissioners.

Mendl also was appointed to serve a four-year term on the Research Advisory Committee of the
National Regulatory Research Institute (NRRI). One of seven regulatory staff selected nationally, Mendl
helped NRRI to shape its research agenda to be more useful and responsive to the regulatory
community.

Mendl is a Registered Professional Engineer in the State of Wisconsin.

TESTIMONY

Mendl, since co-founding MSB Energy Associates in 1988, has testified in the following proceedings:
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Nevada Public Utilities
Commission

Westpac Utilities fuel purchase practices
and costs (including merging of utility
LPG and natural gas rates)

07-05019 8.
07-05020

2007

Nevada Public Utilities
Commission

Nevada Power Amendment to 2006 IP
and Energy Supply Plan update forward
sales proposal

07-07013 2007

Nevada Public Utilities
Commission

Sierra Pacific Power approval of 2007
IP forward sales proposal

07-06049 2007

Nevada public Utilities
Commission

Southwest Gas fuel procurement
practices and setting DEAA rate

07-05015 2007

Georgia Public Service
Commission

Georgia Power IP 2007 demand side
management plan, energy efficiency
and cost tests

24505-U 2007

Nevada Public Utilities
Commission

Nevada Power fuel gas and power
purchase practices (BTER & DEAA)

07-01022 2007

Nevada public Utilities
Commission

Sierra Pacific Power fuel gas and power
purchase practices (BTER & DEAA)

06-12001 2007

Arizona Corporation Commission UNS Gas prudence of gas procurement
practices

G-04204A-
05-0831

2007

Nevada Public Utilities
Commission

Westpac Utilities fuel purchase practices
and costs (BTER 8. DEAA)

06-05016 &
06-05017

2006

Nevada Public Utilities
Commission

Nevada Power Integrated Resource
Plan - gas purchase strategies

06-06051 2006

Nevada Public Utilities
Commission

Sierra Pacific Power Energy Supply
Plan - gas purchase strategies

06-07010 2006

Wisconsin Public Service
Commission

Strategic Energy Assessment - electrical
adequacy through 2012

5-ES-103 2006

Nevada Public Utilities
Commission

Nevada Power fuel gas and power
purchase practices (DEAA)

06-01016 2006

Nevada Public Utilities
Commission

Sierra Pacific Power fuel gas and power
purchase practices (DEAA)

05-12001 2006

Michigan Public Service
Commission

MichCon gas cost recovery factor,
contingent factor, and purchase
acquisition strategy

U-14717 2006

Michigan Public Service
Commission

Consumers gas cost recovery factor,
contingent factor, and purchase
acquisition strategy

U-14716 2006

Nevada Public Utilities
Commission

Nevada Power fuel gas and power
purchase practices (BTER)

06-01016 2006

Nevada Public Utilities
Commission

Sierra Pacific Power fuel gas and power
purchase practices (BTER)

05-12001 2006

Nevada Public Utilities
Commission

Nevada Power gas purchase practices -
Energy Supply Plan

05-9017 2005
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Nevada Public Utilities
Commission

Sierra Pacific Power gas purchase
practices - Energy Supply Plan

05-9016 2005

Michigan Public Service
Commission

Consumers gas cost recovery factor,
contingent factor, and purchase
acquisition strategy

U-14403 2005

Michigan Public Service
Commission

MichCon gas cost recovery factor,
contingent factor, and purchase
acquisition strategy

U-14401 2005

Kentucky Public Service
Commission

Analysis of need for and electrical
alternatives to EKPC Cranston-Rowan
County transmission line

2005-00089 2005

Nevada Public Utilities
Commission

Nevada Power gas purchase practices 04-9004 2004

Nevada Public Utilities
Commission

Sierra Pacific Power gas purchase
practices

04-7004 2004

Nevada Public Utilities
Commission

Prudence of Southwest Gas PGA costs,
purchase practices

03-12012 2004

Michigan Public Service
Commission

MichCon gas cost recovery factor,
contingent factor, and purchase
acquisition strategy

U-13902 2004

Wisconsin Public Service
Commission

WPS rate case, low income programs,
Weston 4 pre-certification expenses and
capital

6690-UR-
115

2003

Wisconsin Public Service
Commission

Aliiant rate case, RiverSide purchase
power cost and incentive, Columbia
maintenance and outages

6680-UR-
113

2003

Wisconsin Public Service
Commission

Alliant rate case, RockGen purchase
power savings bonus, coal procurement

5680-UR-
112

2002

Wisconsin Public Service
Commission

Assess fuel and purchase power issues
in WPS rate case

6690-UR-
114

2002

Wisconsin Public Service
Commission

Assess fuel and purchase power issues
in MG&E rate case

3270-UR-
111

2002

Wisconsin Public Service
Commission

Assess renewable energy and other
alternative resources in WE Power the
Future -Port Washington case

05-CE-117 2002

Wisconsin Public Service
Commission

Assess costs related to formation and
operation of American Transmission
Company

05-EI-129 2002

Wisconsin Public Service
Commission

Filed comments in investigation of
purchase power incentive mechanisms

05-EI-131 2002

Wisconsin Public Service
Commission

Alliant rate case, adequacy of planning,
purchase power contracts, coal
contracts

6680-UR-
111

2002
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Michigan Public Service
Commission

Analyze proposed gas cost recovery
factor and plan, and gas procurement
practices.

UR-13060 2002

Wisconsin Public Service
Commission

WPS rate case, fuel costs, adequacy of
planning, purchase power

6690-UR-
113

2002

Wisconsin Public Service
Commission

Alliant fuel cost rate case, adequacy of
planning, purchase power contracts

6680-UR-
110

2001

Wisconsin Public Service
Commission

Wisconsin Electric fuel rate case, fuel
costs, adequacy of planning, purchase
power contracts

6630-UR-
111

2001

Wisconsin Public Service
Commission

Rulemaking regarding electric utility fuel
and purchased power cost recovery

1-AC-197 2001

Wisconsin Public Service
Commission

Nuclear spent fuel dry cask storage
expansion at Point Beach

6630-CE-
275

2000

Wisconsin Public Service
Commission

WPS rate case, fuel costs, adequacy of
planning, purchase power

6690-UR-
112

2000

Wisconsin Public Service
Commission

Alliant fuel cost rate case, adequacy of
planning, prudence of plant
maintenance practices, purchase power

6680-UR-
110

2000

Wisconsin Public Service
Commission

Rulemaking regarding environmental
impact analysis and public input process

1-AC-185 1999

Michigan Public Service
Commission

Over-recovery of revenues due to
declining coal costs

U-11560 1999

Michigan Public Service
Commission

Reasonableness of proposed settlement
regarding recovery of nuclear plant
replacement power costs through power
cost recovery factor, suspension of
factor

U-11181-R 1999

Michigan Public Service
Commission

Fuel and purchase power surcharge,
coal costs

U-11180-R 1998

Vermont Public Service Board Prudence of Green Mountain Power
purchase and management of Hydro-
Quebec power

5983 1997

Michigan Public Service
Commission

Analysis of coal costs, purchase
practices, spot market

U-10971-R 1997

Michigan Public Service
Commission

Suspension of the fuel and purchase
power factor and planning in the
transition to restructured utilities

U-11453 1997

Wisconsin Public Service
Commission

INC merger (of WPL/IES/IPC), need and
environmental issues regarding
proposed Mississippi River transmission
crossings

6680-UM-
100

1997

Pennsylvania Public Utility
Commission

Restructuring, stranded cost, and
securitization -- economic and

R-
00973877

1997
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environmental issues

Michigan Public Service
Commission

Fuel and purchase power surcharge,
impact of sales promotion

U-11181 1997

Wisconsin Public Service
Commission

Primergy merger (of WEPCO/NSP),
impact on state regulatory authority

6630-UM-
100/4220-
UM-101

1996

Michigan Public Service
Commission

Gas cost recovery adjustments U-10640-R 1996

Pennsylvania public Utility
Commission

Electric discounted rates, gas/electric
competition

R-

943280C00
01

1996

Michigan Public Service
Commission

Fuel and purchase power surcharge,
impact of WEPCO/NSP merger

U-10986 1996

Michigan Public Service
Commission

Fuel and purchase power surcharge,
impact of energy efficiency

U-10971 1996

Minnesota House Committee on
Taxes

Impact of cogeneration project on NSP
ratepayers

HF637 1996

Minnesota Senate Committee on
Jobs, Energy and Community
Development

Impact of cogeneration project on NSP
ratepayers

SF1147 1996

Wisconsin Public Service
Commission

Role of DSM in Advance Plan-7 in light
of potential restructuring

05-EP-7 1995

City Public Service Board of San
Antonio

Integrated resource planning process
(1992 EPAct hearings)

NA 1994

Maryland Public Service
Commission

1992 EPAct rules 8630 1994

Georgia Public Service
Commission

Commercial and Industrial DSM
programs for Savannah Electric

4135-U 1993

Public Utilities Commission of
Ohio

Analysis of forecasts and long range
plans for Ohio Power and Columbus
Southern (case settled)

90-659-EL-
FOR and
90-660-EL-
FOR

1990

Georgia Public Service
Commission

Integrated resource plan analyses for
Georgia Power and Savannah Electric

4131-U and
4134-U

1992

New Orleans City Council Least-cost planning rules 14629 MCS 1991

District of Columbia Public Service
Commission

Potomac Electric least-cost plan
analysis

834 Phase
ll

1990

Massachusetts Department of
Public Utilities

Boston Gas plan integrated resource
plans

90-55 1990

Massachusetts Department of
Public Utilities

Boston Gas commercial and industrial
DSM, cost recovery

90-320 1991

Hawaii Public Service Commission Least-cost resource planning 6617 1991
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Georgia Public Service
Commission

Least-cost planning and facility
certification rules

4047-U 1991

New Jersey Board of Public
Utilities Commissioners

Transmission line certificate (case
settled)

NA 1990

South Carolina Public Service
Commission

Transmission line certificate 88-519-E 1988

Vermont Public Service Board Least-cost planning 5270 1988

o_o. Public Service Commission Least-cost planning 834 1987
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Mendl also assisted in preparing testimony and testified in numerous cases as a senior staff witness at
the Wisconsin Public Service Commission. Dates are approximate.

Advance Plans 1 through 4 (Dockets 05-EP-1 through 05-EP-4 -- on various occasions between
1977 and 1988) before the Wisconsin Public Service Commission

A wide variety of planning issues including forecasts, nuclear vs coal power, alternative energy,
renewable energy, load management, transmission planning, demand-side management
resources, principles and methods of integrated resource planning

Rate Cases (various occasions between 1976 and 1988) including landmark time-of-use rate case
(6630-ER-2) for Wisconsin Electric Power

Environmental and consumer impacts of rate levels and alternative rate designs before the
Wisconsin Public Service Commission

Construction Cases before the Wisconsin Public Service Commission
Pleasant Prairie Power Plant (1976-1978)
Germantown Combustion Turbines (1976-1977)
Weston 3 (1979)
Edgewater 5 (1980)
Apple River -- Crystal Cave Transmission Line (1980)
Prairie island -- Eau Claire Transmission Line (1981-1982)
North Madison -- Huiskamp -- Sycamore Transmission Line (1982)
Point Beach Nuclear Plant Steam Generator Replacement (1982)
Wisconsin Natural Gas Pipeline (1986)

Need for power, appropriateness of the utility proposals, and the comparative economics of
alternatives, environmental impacts

Other Appearances while employed at the Wisconsin Public Service Commission
Planning investigation before the Connecticut Department of Public Utilities Control
Authority (1975), uranium availability and resource alternatives
Rulemaking proceedings before Wisconsin Legislative Committees (1975-1982),
planning, siring, and environmental impact analysis rules
Tyrone Nuclear Project Termination cost recovery hearing before the Federal Energy
Regulatory Commission (1980)
Acid Rain legislation before Wisconsin Legislative Committees (1984-1985)
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Client Nature of Service

Alaska Housing Finance
Corporation

Analysis of applicability of EPAct standards to Alaska resource
selection process.

American Public Power
Association

Prepared whitepaper on distributed resources, "Distributed
Resources: Options for Public Power" and presented it to APPA
National Meeting and distributed resources workshops.

Arizona Corporation
Commission

Analyze UNS Gas fuel procurement practices, provide testimony
regarding prudence, and develop auditor training manual.
Analyzed Sempra request to be allowed to compete for selected
retail loads. Analyzed Sulphur Springs Valley Electric Coop
purchase power practices.

California Low Income
Governing Board

Analysis of options to deliver energy efficiency and assistance
programs to low-income households in a restructured utility
environment. Assist Board to develop low-income programs and
policies under interim utility administration.

City of Chicago Evaluate municipalization, especially regarding power availability
and cost, transmission constraints, cogeneration potential.

Citizen's Utility Board of
Wisconsin

Evaluate energy efficiency and load management programs in light
of possible industry restructuring. Evaluate fuel rate cases and
recommend revenue reductions in testimony for Alliant, Wisconsin
Electric, Madison Gas 8 Electric and Wisconsin Public Service.
Assess ATC formation and operation costs. Comment on and
develop fuel rules, purchase power incentives. MISO collaborative

Center for Neighborhood
Technologies

Analysis of value of avoiding generation, transmission and
distribution through energy efficiency, load management and
distributed generation.

Clean Wisconsin Review Strategic Energy Assessments, provide comments to
Wisconsin PSC

Conservation Law Foundation of
New England

Collaboratives with Boston Edison, United Illuminating, Eastern
Utilities Association, and Nantucket Electric regarding system
planning approaches, avoided costs, resource screening.
Collaborative with Green Mountain Power regarding Vermont
Yankee end-of-life planning.

Dane County Energy
Collaborative

Technical contractor to collaborative analyzing 345 kV transmission
proposal and alternatives to meet Dane County energy needs.

District of Columbia Energy
Office

Analysis of DC Natural Gas' and PEPCo's integrated resource
planning.

District of Columbia Public
Service Commission

Testimony regarding least cost planning principles and rules.

Environmental Law and Policy
Center

Analyzed potential impacts of proposed merger of Wisconsin
Electric Power Company and Northern States Power Company on
state regulate authority in Wisconsin and Minnesota. Analyzed

Exhibit JEM- 1
Page 8 of 11
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Mendl has served the following public sector clients since 1988.
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environmental impacts related to proposed merger of WPL and two
Iowa utilities (ITS and INC), including the proposed transmission
line crossings of Mississippi River and changes in air pollutant
emissions. Analyzed electric and gas energy efficiency plans in
Iowa and Illinois

Environmentalists/Penn. Energy
Project

Analyzed PECO application to securitize stranded costs, especially
on economic and environmental impacts that could result from
authorizing overestimated stranded costs. Analyzed utility retail
access pilot programs. Analyzed restructuring plans for PECO and
PP&L.

Germantown Settlement,
Philadelphia

Advise regarding business structure and market to aggregate load
and/or provide energy efficiency and energy assistance services to
low-income households.

Georgia Public Service
Commission

Developed integrated resource planning and facility certification
rules. Developed integrated resource plans and reviewed utility
filings. Monitored utility DSM programs. Evaluated GP demand
side plan for 2007 IP. Analyzed DSM selection process in DSM
Working Group setting on behalf of Commission Staff.

Hawaii Division of Consumer
Advocacy

Developed integrated resource planning rules.

Illinois Citizens Utility Board Analyzed Illinois electric supply auction, suggested modifications to
better incorporate energy efficiency and demand response
resources.

Iowa Department of Natural
Resources

Developed and implemented workshops to train building operators
and architects in energy efficiency and renewable energy resource
opportunities.

Kentucky Public Service
Commission

Analyzed need and alternatives for an EKPC transmission line and
a prepared report. Presented testimony defending and explaining
report. Analyzed need and alternatives for an AEP transmission
line and a prepared report.

Lake Michigan Coalition Analyzed nuclear spent fuel dry cask storage expansion proposal

Maryland Public Service
Commission

Reviewed two utility long-range plans and suggested
improvements.

Massachusetts Division of
Energy Resources

Analysis of Boston Gas Co. integrated resource plans and
residential energy efficiency programs. Analysis of Boston Gas's
commercial and industrial energy efficiency programs.

Michigan Community Action
Agency Association

Analysis of Michigan electric utility restructuring proposals and
impacts on retail prices. Analysis of MichCon gas cost recovery
case and factor. Analyses of Indiana-Michigan, Consumers
Energy, Wisconsin Electric and Northern States Power-Wisconsin
power supply cost recovery cases and factors, including analysis of
coal and power purchase practices, demand-side management,
and nuclear plant outage costs. Analysis of Northern States
PowerANisconsin Electric Power Co. proposed merger.

Missouri Public Service
Commission

Developed rules for electric resource planning and gas resource
planning. Evaluated three electric utility plans filed pursuant to
rules.

Exhibit JEM- 1
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National Association of
Regulatory Utility
Commissioners

Organized, prepared and presented at five workshops throughout
the U.S. sponsored by NARUC/DOE.

Natural Resources Defense
Council, Mid-Atlantic Energy
Project Collaborative

Evaluated resource planning and selection processes used by
PSE&G to prepare plan filings.

New Jersey Department of the
Public Advocate

Analyzed a transmission line application.

City of New Orleans Developed least cost planning rules, guided a public working group
to develop demand-side programs.

Nevada Office of Attorney
General, Bureau of Consumer
Protection

Sierra Pacific Power and Nevada Power Energy Supply Plans,
Base Tariff Energy Rates and Deferred Energy Adjustment
Accounts - gas purchase practices and prudence, Southwest Gas
and Westpac PGA prudence analysis, gas purchase practices

Nevada Public Utilities
Commission, Regulatory
Operations Staff

Southwest Gas PGA prudence analysis, gas purchase practices

Northeast States for
Coordinated Air Use
Management

Electric vehicle analysis.

Ohio Office of Consumer
Council

Analyzed two utilities' long-range plans and energy efficiency
resource options.

Ontario Energy Board Evaluated need for natural gas integrated resource planning rules.

The Opportunity Council Evaluated gas DSM programs to be considered by Cascade
Natural Gas in Washington.

Pennsylvania Office of
Consumer Advocate

Evaluated demand-side management programs for several electric
utilities. investigated causes of Winter Emergency of 1994.
Analyzed electric "flexible rates" and gas/electric competition
issues. Analyzed electric reliability concerns in a restructured and
competitive market.

RENEW Wisconsin Analyzed MG8~E's green pricing tariff, compared costs of
conventional resources to green resources to determine whether a
green premium tariff was appropriate

Responsible Use of Rural and
Agricultural Land (RURAL)

Evaluated air and licensing issues related to a proposed power
plant. Evaluated Public Service Commission proposed
environmental and siring rule changes. Analyzed rules governing
environmental review and public comment process and provided
testimony before PSCW.

South Carolina Office of
Consumer Advocate

Analyzed a transmission line application.

Exhibit JEM- 1
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Southeast Wisconsin Energy
Initiative

Technical contractor to collaborative analyzing 345 kV transmission
proposal and alternatives to meet energy needs in southeastern
Wisconsin.

Texas ROSE Developed electric planning rules. Analyzed city of San Antonio
resource plan.

U.S. Environmental Protection
Agency

Developed handbook, "Energy Efficiency and Renewable Energy:
Opportunities from Title IV of the Clean Air Act", which focuses on
how energy efficiency and renewables relate to acid rain
compliance strategies.

U.S. Environmental Protection
Agency and U.S. Department of
Energy

Analyzed and compared utility supply- and demand-side resource
selection for Clean Air Act compliance on the Pennsylvania-New
Jersey-Maryland (PJM) interconnection.

Utah Committee on Consumer
Services

Analyzed DSM cost recovery mechanism, avoided cost methods,
cost effectiveness tests, assisted in settlement discussions and
would have prepared testimony if issues not settled.

Vermont Natural Resources
Council and Vermont Public
Interest Research Group

Testimony regarding least cost planning principles and rules.

Vermont Public Service Board Testimony regarding the prudence of Green Mountain Power's
planning and management of the Hydro-Quebec power purchase.

Wisconsin Department of
Administration

Analysis of new home characteristics built in northeastern
Wisconsin, permit data, survey development and report

Wisconsin's Environmental
Decade

Review of Draft Environmental Impact Statement of major 345 kV
transmission line in northwestern Wisconsin, develop comments.

Exhibit JEM- 1
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Exhibit (JEM-2)
Page l of 3

RESPONSE OF SSVEC
TO ARIZONA CORPORATION commlsslow

STAFF'S FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. ao1s1smoa-can

Dseombcr 15, zoos

JM 14.10 Plan delcadbe 8SVEC'l plume p-or vllnils and pncurcaamt rcspoullbilltlu
under Lu former ml nqdnmenta contract with AEPCO.

SSVBChnd nowholesalepowerpnlncmenwnmxesponlibilitiealmdva-itsfnnneriinll
l'eq11i1¢ln=IIu¢cnuac¢win=ABpco. AEPCOprovided dlofSSVEC'spowcrn¢ed|.
SSVEC'splzuWmgxasponsibilitiewelegenexallylinnitcdaopuuparingan1nnunl load
fancastlndpmvidilIgthexesults\oAEPCO.

rrenana by: David m. Bliln. P.E.
GDS Amano, Inc.
1850 Parkway Plebe. Suite 800
Marietta. Georgia 30067

nmuu

Response:



Exhibit (JEM-2)
Page 2 of 3

RESPONSE OF SSVEC
TO ARIZONA coRpoRAnon COMMISSION

STAFPS Foumasnva SET OF DATA REQUESTS
DOGKET NO. E-o1s1sAaa-oaza

December 15, 2008

JM 14.11 Please descarihe SSV1*)C's pmrchaso pvowver planning and procurement responsibilities
under its current partial reqwxiremenfs was-act with AEPCO.

R8$DO!lS¢' Under taw contract, SSVEC has atsxionsibility for punmhasing firm AEPCO electric ¢»==1=s:f
and capacity (at tames Sn forth 'm Exhibit A-1 to Rzac Schedule A) ewheduied by SSVEC or
i ts suahednling agcnm, up to its Allocated Capacity ("AC"). SSVEC has to taisre 8114 pay. or
pay for such ckectric exwlgy and capacity under the terms and conditions set forth 'm tis
agreement at taxes and charges esabkished in the agreamwt and Ralte Schedule A.

The antitlezments to WMM Ana energy Wnfder the agvtwment do not tilly supply SSVEC's
load during p¢ak periods, and thus SSVEC is responsible for planning for and procuring
wholesale power meads above that provided by AEPCO in onida to mea peak loads.

Prepared by: Dalvid M. Btiwl, PB,
GDS Associate, Inc.
1859 Parkway Pious, Suite an
mamma, Gweia 30067

9'J7J2l6.l



Exhibit (JEM-2)
Page 3 of 3

RESPONSE OF SSVEC.
TO ARIZONA CORPORATION COMMISSION

STAFF'S FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E-01575A-08-0328

December 15, 2008

JM 14.12 Please explain in detail how SSVEC's purchase power planning and procurement
responsibilities changed when its steMs changed from the full requirements contract
with AEPCO to a partial requirements contract. .

Response- The partial requirements contract defines the quantities that SSVEC is entitled to purchase
from AEPCO. The contract contains detailed exhibits that specify the amounts of power
and energy available to SSVEC and that AEPCO is obligated to supply. These amounts
are defined on a monthly basis through 2020, and there are provisions that define hourly
availability as well. Prior to obtaining partial requirements status, SSVEC engaged WAPA
to act as its scheduling agent when partial requirements status was achieved WAPA
provides scheduling and energy management services under contract. WAPA schedules
the power and energy available under the AEPCO contract, makes day-to-day real mc
marketing decisions such as whether to purchase power from the wholesale market rather
than purchase it ii-om AEPCO, whether to buy power on the market to supplement the
AEPCO supply, or whether to make third party wholesale sales sourced by the AEPCO

supply,

Commensurate withconvertingto a partied requirementsmember, SSVEC also changed its
balancing area authority. SSVEC's loads were
AEPCO/SWTC pseudo balancing area within the WAPA balancing authority. SSVEC,
AEPCO, SWTC, and WAPA agreed to eIecll'onically remove the SSVEC load from the
AEPCO/SWTC balancing area and instead locate it within the host WAPA balancing
authority. SSVEC now settles loads and resources under the terms of the WAPA Open
Access Transmission Tariff Regulation and imbalance services are provided by the
WAPA balancing authority.

previously contained within the

Power supply planning is now independently Undertaken by SSVEC. SSVEC projects its
Moisture power supply needs and compares that to the entitlement it has to purchase power
from AEPCO. Future capacity and energy deficits based on this comparison fall to
SSVEC to plan for and meet

Preparedby: David M, Brian,P,E.
GDS Associates, Inc.
1850 Parkway Place, Suite 800
Marietta, Georgia 30067

93'l2216.l



Exhibit (IBM-3)

RESPONSE OF SSVEC
TO AmzonA CORPORATION COMMISSION

STAFPS FQURTEENTH SET OF DATA REQUESTS
DOCKET no. E-o1s1sA-os-0:28

Daeambor 15, 2o0s

JM 14.29 Plume explain in detail whither and how SSVEC's organizational Mlctun related an
pantrehue power acquisition clungid given the ehangeni respaaslbilillea In going ham
the full roqulremenU contract with AEPCO to | partial nquirementa contract. .

Ba- s ; SSVNCUnnuzn1deel l1mguaoMalpnhUnndmuaueuamaulzoftheeouawudonao
pedal xeqWemumemwu luviec. Scams addtiond rupoudhilidu me ended by eddng

f°fP°"4°f '" l l=vly4°di°4I l l  mul l¢fl=ml»¢i lu»aAa»ni»i»uui~»»om»=r ¢v¢n»u»

w n m a n u n g v u u m n a ¢ n l w g n ¢ ¢ ¢ u l ¢ l u v i ¢ = » w 1 \ \ » w A p A » l u l m a l n i q » » a a n s
Alloduea,lnc.aliupowafnlpplyeuunnmlm.

v

pwpama by- uma m. Br ian,  an
ans  Asocam ,  nm
use P'"\=WlY Plane, Suite 800
mum. "  Geor j a  30061

9$1UI6.1



Exhibit (J8m-4)
Page 1 of 3

RESPONSE OF SSVEC
To: AR§ZGNA CORPORATION COMMISSION

STAFF'-S FCURTEENTH SET OF DATA REQUESTS
DOCKET NO. 5,915-(5A.gg~032g

December 15, 2008

Planned Power Procurement Approach and Organization

JM 14.18 Boas Sulfur Syringe Valley Ehuetrie Cooperative, Inc. (SSVEC) ilse s fdrxwai

electric purchase power procurement strategy or purchase power supply plan? If
yes, please provide a copy.

Response: SSVEC does not have a formal power procurement plan in place. WAPA oilers marketing
advice withregards to wholesale transactions to SSVEC. WAPA is amtinualiy monitoring
thepower fervvards marketlooking for opportunities tohedge SSVEC's power necdzs.

Pnpluedbv~ KixhlyChzlpman _
SulplmlrSpnriangaVlllqrE1eoh:i¢zCcopewarhve
Chieffinalndd u1dA~d1uniuni|\t1:u~tilrcOE¢=|r
3ll E.Wil|uoulDlivc
si»=nvm¢,Azss63s

93711181



Exhibit (IEM-4)
Page 2 of 3

RESPONSE OF SSVEC
TO ARIZONA (ZORPORATION conmwsszou

STAFF'SFOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E»01575A~08~8328

December 15, 2008

JM 14.19 Does SSVEC have a manual, guideline, policy, risk-management p4>licy, or any other
written documauts to guide its electric pu:'chae power procurement personnel in
their day-ta»-day purchase decisions? If so, please provide a. copy of ail such
documents.

Response: WAPA's Energy Management and Marketing Office's ("EMMO") pzirchase decisions are
based on a number of difkutant iiwtors. Some cf these iiuators axe: Price or time targets
guidelines provided to by SSVEC, Load and Resource Analysis dai81, Current and
3-Iiswricai Price data, Hiss strategies cievclopeé with the cuswmer, and application Rf
commonly accepted economic principles. WAPA's BMMO staff has been delegated
améixorizy by WAPA's Rcgionad Malrzager to enter into and administer certain types of
power purchase and sales agreancMs. Specific trading limits and controls have boon
deaned and are monitored. .

Prepssed by: Kirby Chapman
'Suiphur Spmilngs Valley Blectlric Cooperative
Chief Finansiai and Adxmudaaistxadve Officer
311 E. Wilcox Drive
Siena Vi$¢8, AZ 85635

9a7zz18x



Exhibit (JEM-4)
Page 3 of3

RESPONSE OF SSVEC
TO ARIZONA CORPORATION COMMISSION

STAFF'S FOURTEENTH SET OF DATA REQUESTS
DOCKET NO. E-01515A-08-0328

nneemuf 15. 20oa

JM 14.20 Does SSVEC haw my lnfilmal or unwritten guiddiune or Nrateju for purchasing
eleetrldty? Who, pl deacdbc &am. .

Response: Plasese¢neqaonsetoJMl4.l9

Preulledby: KirbyCllllpunan
Mphur Spring Vdlcy Electric CoopauMve
Chief FinlncilI aM Admininxativc Oicu
311 B. wi1w¢ Drive
Siva Vista, AZ 85635

ISTIIIU



Exhibit (JEM-5)

RBSPGNSE OF 5SVEC
TO ARIZONA CORPORATION comtaisslon

STAFF'S FOURTEENTH SET OF eA*rA REQUESTS
DOCKET ND. E~01576A~08-0328

December 15, 2808

JM 14.21 Haw arc SSVEC's writiw andlor Informal procurenseait strategic eammunirated la
the procurement personal responsible for day-to-day purchase decisions?

Response: WAPA's EMMO staff and SSVEC communicate regularly via phone, e:nail,.and meetings
m develop, monitor, and modify procurement stmmrllegies. The results of these rnectings are
communicated w tic trading stai'fliuough ibrmall/infonnal training, eMails, meetings, and
guidelines.

Pnaglunudhy: Ki1d:yChllqzmnnlan _ .

sulpmrsndnasv-u¢yBI=°mw0==°v~~»~~v=

3l1B.Wilcuu¢Dr1ve
8idrl'lrvilta,Az85535

9373216. I



Exhibit (JEM-6)
Page l of 6

RESPONSE OF SSVEC
TO ARSZONA CORPDRATION COMMISSION .

STAFF'S FGURTEENTH SCI' OF DATA REQUESTS
DOCKET NO. E-01575A-88-0328

lkcembar 15, 2008

JM 14.54 What was the cost and amount available of on-peak and off-peak power during the
January through Ociober 2088 tixneiruunne from other providers in the region? .

Resnnnw: SSVEC does not maintain a datatmnas of the cost and wxount of on-peak and off-peak
power available iirom providers in the region anddom not othsmwise have this Dana
available to it.

Prepared by: David M. Brian, P.B
G98 Associaws, Inc. .
1850 Parkway ?l8¢¢, Suite!800
Ivisaaielial, Georgia 30067 -

937221a.1
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Exhibit (JEM-6)
Page 2 of 6

RESPONSE OF SSVEC
TO ARIZONA eoRpoRAnol~a COMMISSION

STAFF'S FGURTEENTH SET oF DATA REQUESTS
DDCKET NO. e-01s1sA-084328

Decamber15, 2008

JM 14.55 Phase provide energy and power vfidfls information for energy supplies available
through the wesTllrans market tierra January through Octnber2088.

Respansez SSVEC docs not maintain energy andpricing inibrmation for the wesTTrans mark.

Prewwd by: Kirby Chapman
Sulfur SpringsValley ElsmaricCooperative
Chief Financialand Administrative Officer
3¥1 E. WilcoxDrive
Siana vista, AZ 85635

o
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Exhibit (JEM-6)
Page 3 of 6

RESPONSE OF SSVEC
TO ARlzoaA CORPORATION commission

STAFF'S FOURTEENTHSET OF' DATA REQUESTS
YJOCKET NO. E-o1 s1sA-os-aszs

December 15, 2008

JM 14»57 Ha: the regions eiectt-ic market provided electricity supplies that were less expensive
than supplies that would have been available under the AEPCO ii] requirements
contract? Please expE a and document your answer.

Reswnsez SSVEC docs not have the AEPCO information avdlablc to answer this question.

1 5\I1l=1"14'S4=Iih8iVi\l¢YEI#¢=\\'\¢C°°1=¢*"3V°
Qliefrnmmnu maA,dnnini»uusv¢o¢=n¢¢t
311 E. Wilwotblive
simvm»,Azss63s

93722161

Y



Exhibit (JEM-6)
Page 4 of 6

RESPONSE OF ssvec
To ARiZONA CORPORATION COMMISSION

STA?F'S Foul=zTEErm4 SETOF DATA REQUESTS
DUCKET NO. £,01578A.g8.g328

December 15, 2008

JM 14.49 Please provide the on-peak and oil-peak spot market prices for purchase power since
January 1, zoos, for the regions! market accessible to SSVEC. Please provide the
market priors am! the estimated transmission service price separately mi wmbilwri
for a total delivered Market price. Please provide this information on a daily basis, or
in as much detail as is avaliable to SSVEC.

Response: SSVBC does not maintain a database of 621-peak and oftlpeak spot market prices and does
not havethisdata available to it at the poem time.

Prepared by: David M, Brian, PB*
GDS Msociates, Inc.
1850Parkway Plane, Sxdte 800
Marietta, Giorgia 30067

9313218. \



Exhibit (JEm-6)
Page 5 of 6

RESPONSE OF SSVEC
TG ARIZGNA CORPORATIONcomluuss\<:n

s'rAFF's FUURTEENTH SET OF DATA REQUESTS
DOCKET NO. E4a1s1sA-oa~os2s

December ts, 2008

JM 14,50 Piedae provide the on-peak and off-peak perter prices fer purchase power under the
AIYJPCO fu}l requirements contract for the period January 1, 2005, thraugb
lkesmber 31, 2007. Plaza provide the power and the transmission service prices
separately Md combined for a total uielivaed market price.

Response: SSVBC does not have the <>n~v=ak and of?-peak pricing for purchase power wxdzr the
.AEPCO full requirements contract.

. S\dpl:m1rSpnnngsVal1cyBluctmcCoc4:elanve
craafrumminlanaAalni»i=u=nwonimr
a n B.Wilecvx Drive
si¢n»vim.Azsssss

wzealaa



Exhibit (JEM-6)
Page 6 of 6

RESPONSE OF SSVEC
TO ARIZONA CORPORATION couulssIon

STAFF'S FOURTEENTH SETOF DATA REQUESTS
DOCKET NO.E-01575A~08-0828

December 15. 20oa

JM 14.s1 Please provide the on-peak and off-punk power prices for inhale power under the
AEPCO partial requlneuueqta contract alee January 1, zoos. Please provide the
pander and the traumiaaioa aeries prices separately and combined for a total
delivered market price.

_
Rmom¢' See Reslponle to JM 14.50.

Pruplwad by: Kirby Chapman
. Sulfur Springs Valley Eleotzic Coupernivc

chief Finmcid and Administrative Offerer
311 E. Wilcox Drive
Siexn VMI. AZ85635

9amIs.1
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Exhibit (JEM-8)

Redacted Four pages of Confidential Material



Exhibit (JEM-9)

Redacted Four pages of Confidential Material
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Redacted Four pages of Confidential Material



Exhibit (JEm-11)
Page 1 off

4

RE8PONSE cm SSVEC
TG ARIZDNA CORPORATION COMMISSION

STAFF'S WOURTEENTH S€T OF DATA R£QUE8T$
DOCKET NO. E-01575A-08-0328

December 15, 2808

JM 14.43 What potential suppliersof purchase power has SSVEC ldendfieci? Harvv didSSVEC
determine who was a potential supplier?

Response: SSVEC is open to trading with dl suppiiexs that will o&'cr power at the Four Corners,
Westwing, do Greentree. The srupplicrpool changes byseason became of the amount of
generation or positions each supplier has at each hub. Typically an e-:nail is scant
requesting indicativepriciaug. Those suppliers that reply are the .suppliers an REP is sent
to. Examples of potential suppliers that have beenidentified include APS, Constellation,
Powvrcx, PPM, TOP, Shell, Morgan Stm1ad!ey, and Calgil}.

mmmsna Kn»eycn»pq»=»»
S'ulp!1lllrS}:nrnpVaIleyl?.4ectlfi<=Ceopeltlwtive
G1:=i=t1=inmi»1 nms,4|nnlinisnnm'v=omwt
3llE.Wilnn»xD!ivc
8i§t8Vls'ht,AZ85635

93T1216.1



Exhibit (JEM-11)
Page 2 of 2

RESPQNSE OF SSVEC
TO AR!ZONA CORPQRATION CONiM1S$lON

STAF"F'S FOURTEENTH SET OF pA't'A REQUESTS
BUCKET NO. E-01575A-88-0828

December t5, zoos

JM 14.36 Did SSVEC select a higher price bid, on the basis of critearial other than coat, daring
the January 2088 through presentperiod?
a) For ouch bid from a purchase power supplier for electricity <Ielivered in the

January 2008 through prent time frame, what were the reasons for the nm
, either being accepted or rejected?

Please explain each situation in which a higher price bid was selected over a
lower price bid.

b)

R¢st5c1nse: No

Prcnaned by: Kirw 4311149144814
Sulfur Spulilnlgg Valley Elwnic Cooparuiive
c1=mf1=im»»imandAdmiinisnrlwtive Officer
311 E. Wibuec Drive
Sign; vim. AZ 85635

93122164



Exhibit (JEM-12)

F

RESPONSE OF SSV£C
TG ARIZONA CORPORATION COMMISSION

STA»°=F*s FOURTEENTH SET OF DATA REQUESTS
DGCKET NO. E-01575A~D8-0328

December 15, 2008

JM 14.46 In SSVEC's oplnien, is the regional wlmlesaie electricity spot market vibrant and
liquid enough m aeqxxin dl of its power purchases (above that supplied by AEPC()
under the partial requirements contract) from the spat market? Please explain and
document.

Thus far and Ser the rent few years, yes; In SSVEC's view there is sufficientcompetition
in the regional wholesale electricity spot market, SSVEC has been able to select from s
nutmluerr of competitive alternatives at some of the region's trading hubs such as Four
Corners, Pro Verrie, and Westwing. Longer torn SSVEC has concerns. WECC reserve
margins have been projected to decline, and the eihects of new generation development
Mvities are uncertain, And to the extern that there have been challenges in procznring
wholesale power, it has been on the transmission side. There is limited available
transmission service in southern Arizona during peak periods, and transmission availability
bas dictated Mme and from whom SSVEC has purchased power. For these reasons,
SSVEC does not aoticiparte being able tn rely heavily on the regional spot markets dining
peak pexioés in the fixture, and instead expects to secure needs for peak periods on a
forward basis well ahead of the peak periods where the needs exist. Along these lines,
SSVEC is studying long term purchased power °p£i0=s,' long term joint generation
ownership options, and also the developrneant of a local peaking generation facility.

Prepared by: David m. Brian, P.E.
GDS Associates, Inc. .
1850 Parkway Plaza, Suite 800
Marietta, Giorgia 30067

a
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Exhibit (JEM-13)

RESPONSE OF SSVEC
TO ARIZONA CORPORATION COMMlSSlON

STAFF'S FOURTEENTH SET OF DATA REQUESTS
DOCKET no. E~01575A-08-0328

Decentber 15, 2008

JM 14.24

b)

¢)

d)

Regarding the use of financial instnxments (including puts and calls, futures, etc.) in
the acquisition of purchase power supplies:
a) Did SSVEC use financial instruments in the acquisition of its purchase power

supplies for the January 2008 through present period?
Has SSVEC ever used financial instruments in the acquisition of its purchase
power supplies?
Please explain the types of financial instruments, if any, used by SSVEC for
the January 2008 through present sales period.
If SSVEC previously used financial instruments but did not use them for
supplies since January 2008, please explain why.
Please explain when SSVEC considers financial instruments appropriate to
use and when they are not appropriate to use.

e)

Response : a. No.

No.

c. There were none.

Not applicable.

e. Financial instruments are appropriate to use when price risk cannot be effectively
and economically managed through the use of physical price hedging. An example
would be where a customer is forced to take spot price risk and has no other way
than financial instruments to hedge that risk. Thus far SSVEC has not experienced
a need to utilize financial hedges to manage risk, as suppliers have provided pricing
options that limit SSVEC's exposure to price risk.

Prepared by: DavidM.Brian, P.E.
GDS Associates, Inc.
1850 Parkway Place, Suite 800
Marietta, Georgia 30067
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b.

d.


